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SB 270 (Stirling) creates reporting 
requirements when a state-chartered 
bank converts into a national banking 
association. This bill requires the nation-
al banking association created by such a 
conversion to file a prescribed officers' 
certificate with the Secretary of State, 
and would require the Secretary of State 
to enter the fact of the conversion on 
the corporate records of the state bank 
so converted. This bill was signed by the 
Governor on September 6 (Chapter 291, 
Statutes of 1989). 
The following bills were made two-
year bills, and may be pursued when the 
legislature reconvenes in January: AB 
643 (Calderon), which would require 
financial institutions to provide handicap 
access to automated teller machines; AB 
1024 (Calderon), which would require 
the Department to conduct a survey on 
interstate banking, and report to the 
legislature by June 30, 1990 on the 
identities of California financial institu-
tions which maintain branches in other 
states, California financial institutions 
owned by foreign entities, and financial 
institutions which do not meet the fed-
eral definition of "bank" that maintain 
home offices or branches in California; 
SB 476 (Robbins), which would extend 
the requirement that banks disclose infor-
mation regarding consumer bank account 
charges to include certificate of deposit 
accounts; AB 2521 (Johnston and Vuich), 
which would repeal the entire existing 
Banking Code and replace it with 468 
new sections of code; and AB 244 (Cal-
deron), which would require financial 
institutions operating automated teller 
machines outside or away from their 
premises to comply with certain lighting, 
landscaping, and location requirements. 
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The Department of Corporations is 
a part of the cabinet-level Business and 
Transportation Agency. A Commissioner 
of Corporations, appointed by the Gover-
nor, oversees the Department. 
The Department administers several 
major statutes. The most important is 
the Corporate Securities Act of 1968, 
which requires the "qualification" of all 
securities sold in California. "Securities" 
are defined quite broadly, and may in-
clude business opportunities in addition 
to the traditional stocks and bonds. 
Many secunt1es may be "qualified" 
through compliance with the Federal 
Securities Acts of 1933, 1934, and 1940. 
If the securities are not under federal 
qualification, the commissioner must 
issue a "permit" for their sale in Cali-
fornia. 
The commissioner may issue a "stop 
order" regarding sales or revoke or sus-
pend permits if in the "public interest" 
or if the plan of business underlying the 
securities is not "fair, just or equitable." 
The commissioner may refuse to grant 
a permit unless the securities are properly 
and publicly offered under the federal 
securities statutes. A suspension or stop 
order gives rise to Administrative Proced-
ure Act notice and hearing rights. The 
commissioner may require that records 
be kept by all securities issuers, may 
inspect those records, and may require 
that a prospectus or proxy statement be 
given to each potential buyer unless the 
seller is proceeding under federal law. 
The commissioner also licenses 
agents, broker-dealers, and investment 
advisors. Those brokers and advisors 
without a place of business in the state 
and operating under federal law are 
exempt. Deception, fraud, or violation 
of any regulation of the commissioner is 
cause for license suspension of up to 
one year or revocation. 
The commissioner also has the au-
thority to suspend trading in any securi-
ties by summary proceeding and to 
require securities distributors or under-
writers to file all advertising for sale of 
securities with the Department before 
publication. The commissioner has par-
ticularly broad civil investigative dis-
covery powers; he/ she can compel the 
deposition of witnesses and require pro-
duction of documents. Witnesses so com-
pelled may be granted automatic immuni-
ty from criminal prosecution. 
The commissioner can also issue "de-
sist and refrain" orders to halt unlicensed 
activity or the improper sale of securities. 
A willful violation of the securities law 
is a felony, as is securities fraud. These 
criminal violations are referred by the 
Department to local district attorneys 
for prosecution. 
The commissioner also enforces a 
group of more specific statutes involving 
similar kinds of powers: Franchise Invest-
ment Statute, Credit Union Statute, In-
dustrial Loan Law, Personal Property 
Brokers Law, Health Care Service Plan 
Law, Escrow Law, Check Sellers and 
Cashiers Law, Securities Depositor Law, 
California Finance Lenders Law, and 
Security Owners Protection Law. 
A Consumer Lenders Advising Com-
mittee advises the commissioner on policy 
matters affecting regulation of consumer 
lending companies licensed by the Depart-
ment of Corporations. The committee is 
composed of leading executives, attor-
neys, and accountants in consumer finance. 
MAJOR PROJECTS: 
Warning Regarding Investment Fraud 
on Religious Communities. The Depart-
ment of Corporations, in cooperation 
with the Council of Better Business 
Bureaus, the Evangelical Council of Fi-
nancial Accountability, and the North 
American Securities Administrators Asso-
ciation, issued an Investor Alert Bulletin 
entitled Preying on the Faithful: The 
False Prophets of the Investment World. 
The Bulletin describes how con artists 
use religious faith or membership in a 
religious community to gain the trust 
and confidence of a group and induce 
its members to invest in fraudulent invest-
ment schemes. In the past five years, 
more than 15,000 people have lost nearly 
one-half billion dollars to these invest- · 
ment swindlers. 
Enforcement. In response to a lawsuit 
brought by the Department, the San 
Diego County Superior Court on Septem-
ber 8 appointed a receiver to take over 
the Greater San Diego Health Plan 
(GSDHP). State attorneys said there was 
an "extensive, extraordinary, and illegal 
course of conduct" in the operation of 
GSDHP. (See CRLR Vol. 9, No. 3 
(Summer 1989) p. 79 for background 
information.) According to the Depart-
ment, the health plan "failed to operate 
in a fiscally sound manner and to pro-
vide adequate resources against the risk 
of insolvency." The state has requested 
that the responsibility for GSDHP mem-
bers be transferred to Choice Healthcare 
Plan, which is owned by Aetna Insurance 
Company and seven local hospitals. 
Proposed Regulatory Changes Adopted. 
The Commissioner recently adopted sev-
eral proposed changes in the Depart-
ment's regulations under the Corporate 
Securities Act of 1968 as set forth in 
Chapter 3, Title IO of the California 
Code of Regulations (CCR). The Com-
missioner adopted a proposed amend-
ment to section 260.10 I. I which narrows 
the obligation of a broker-dealer or share-
holder who elects to file a notice on 
behalf of an issuer; and an amendment 
to section 260.105.28 which alters the 
exemption from the non-issuer qualifica-
tion requirement status of offerors and 
sellers of securities based upon whether 
they filed notice. (See CRLR Vol. 9, 
No. 3 (Summer 1989) pp. 79-80 for back-
ground information.) These amendments 
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were approved by the Office of Admin-
istrative Law (OAL) and became effective 
on August 11. 
On May 19, OAL disapproved of 
the Commissioner's adoption of new sec-
tion 310.100.2 and an amendment to 
section 310.122 under the Franchise In-
vestment Law. The proposed regulatory 
action would adopt an exemption from 
registration under the Franchise Invest-
ment Law for certain types of negotiated 
franchise sales. (See CRLR Vol. 9, No. 
I (Winter 1989) pp. 71-72 for background 
information.) OAL determined that the 
proposed regulatory changes failed to 
comply with the clarity standard in Gov-
ernment Code section 11349. I, and the 
Department failed to summarize and re-
spond to all public comments received 
regarding the proposed regulatory action. 
After making a few minor changes in 
the proposal and responding more com-
pletely to the comments, the Department 
resubmitted the changes. This proposed 
action was approved by OAL on August 
16, and became effective on September 16. 
On August 17, the Commissioner held 
a public hearing to discuss proposed amend-
men ts to sections 260.217, 260.217(a), 
260.217(b), and 260.608.2(a) and the 
repeal of section 260.217.1 under the 
Corporate Securities Act of 1968, re-
garding broker-dealer and agent examin-
ations and fees. (See CRLR Vol. 9, No. 
3 (Summer 1989) p. 80 for background 
information.) At this writing, the Depart-
ment is reviewing the comments and 
testimony presented at the hearing. 
LEGISLATION: 
AB 2259 (Bentley) would authorize a 
parent corporation to merge into its sub-
sidiary corporation. The resolution or 
plan of merger must provide for the pro 
rata conversion of the outstanding shares 
of the parent corporation into shares of 
the surviving subsidiary corporation. Fur-
ther, if the merger constitutes a merger 
reorganization as defined, requiring ap-
proval by outstanding shares of any class 
of the parent corporation, then the 
principal terms of the resolution or the 
plan of merger must be approved by the 
outstanding shares of each class of the 
parent corporation. This bill would per-
mit the agreement of merger to be filed 
as a plan of merger with a certificate of 
ownership, or filed in accordance with 
specified provisions governing interested 
party proposals. This bill is a two-year 
bill pending in the Assembly Committee 
on Finance and Insurance. 
AB 2499 (Wright) would authorize 
licensed escrow agents who meet pre-
scribed financial criteria to use the title 
"security escrow company." This bill 
would also authorize the Commissioner 
of Corporations to define and determine 
liquid assets for purposes of these criteria. 
This bill is a two-year bill pending in the 
Assembly Committee on Finance and 
Insurance. 
SB 503 (Stirling), as amended August 
21, would permit the director of a corpor-
ation, in performing his/ her duties as a 
director in good faith, to consider and 
act in the best interests of the public as 
well as in the best interests of the corpor-
ation and its shareholders. The director 
acting in the public's best interests would 
have no liability based on any alleged 
failure to discharge his/her obligations 
as the director of the corporation. This 
bill, however, would also provide that 
the director is not liable for failing to 
consider or act in the best interests of 
the public. This bill is a two-year bill 
pending in the Assembly Judiciary Com-
mittee. 
The following is a status update on 
bills reported in detail in CRLR Vol. 9, 
No. 3 (Summer 1989) at pages 80-81: 
SB 317 (Stirling), which provides that 
certain nonprofit corporations organized 
prior to January I, I 971, which never 
filed an annual statement are subject to 
suspension, was signed by the Governor 
on September 13 (Chapter 440, Statutes 
of 1989). 
AB 60 (Isenberg), as amended Septem-
ber 13, establishes the California Major 
Medical Insurance Program and provides 
that $30 million be deposited annually 
into the Major Medical Insurance Fund 
by transferring money from the unallo-
cated account in the Proposition 99 
Cigarette and Tobacco Products Surtax 
Fund. This bill was signed by the Gover-
nor on September 19 ( Chapter 1168, 
Statutes of 1989). 
AB 705 (Lancaster), which provides 
that a certificate to act as a credit union 
remains in full force and effect until 
surrendered and accepted by the Com-
missioner, or until suspended or revoked 
by the Commissioner, was signed by the 
Governor on September 19 (Chapter 516, 
Statutes of 1989). 
SB 6 (Robbins), as amended August 
28, would have enacted the Robbins-
Isenberg Health Care Act to create a 
nonprofit entity known as the California 
Health Coverage Association for the pur-
pose of providing basic health care cover-
age and optional catastrophic health care 
coverage to eligible persons. This bill 
was vetoed by the Governor on Septem-
ber 30. 
SB 269 (Stirling), as amended August 
29, deletes the prepayment of minimum 
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tax upon filing a certificate to change 
status from a nonprofit public benefit 
corporation to a nonprofit mutual benefit 
corporation. This bill was signed by the 
Governor on October 2 (Chapter 1410, 
Statutes of 1989). 
SB 275 (Campbell), as amended-
August 31, allows the National Associa-
tion of Securities Dealers (in addition to 
the issuer, the broker-dealer, or the hold-
er or beneficiary of a security) to file the 
required notice of exemption from the 
qualification requirement. This bill was 
signed by the Governor on September 
22 (Chapter 683, Statutes of 1989). 
SB 290 (Greene). Existing law pro-
vides that a court may make an order 
that, under specified conditions, service 
may be made upon a corporation by 
delivering by hand to the Secretary of 
State, as specified, one copy of the pro-
cess for each defendant to be served. 
This bill provides that the court order 
may be made by the court of another 
state or any federal court if the action 
has been filed in that court. This bill 
also provides that a copy of the latest 
statement required to be filed by a for-
eign corporation relating to operations 
and designation of an agent for service 
of process is sufficient evidence of the 
appointment of an agent for service of 
process. This bill was signed by the Gov-
ernor on September 13 (Chapter 438, 
Statutes of 1989). 
SB 579 (Beverly), as amended July 
13, authorizes industrial loan companies 
to participate as members of the Federal 
Deposit Insurance Corporation (FDIC) 
in lieu of membership in the Thrift Guar-
anty Corporation of California. This bill 
was signed by the Governor on Septem-
ber 20 (Chapter 583, Statutes of 1989). 
SB 754 (Davis), as amended July 13, 
authorizes certain escrow funds and all 
funds received in connection with any 
escrow to be deposited into an industrial 
loan company insured by the FDIC. 
This bill was signed by the Governor on 
September 8 (Chapter 328, Statutes of 
1989). 
AB 1946 (Wright), which amends 
health care service plans under the Knox-
Keene Health Care Service Plan Act of 
1976, was signed by the Governor on 
September 25 (Chapter 845, Statutes of 
1989). 
AB 2135 (Bader), which provides that 
an application for registration of an offer 
to sell a franchise shall be filed with the 
Commissioner, as specified, was signed 
by the Governor on September 29, (Chap-
ter 1026, Statutes of 1989). 
SB 930 (Seymour), as amended Sep-
tember 11, provides that a franchise does 
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not include a nonprofit organization 
operated on a cooperative basis by and 
for independent retailers, under specified 
conditions. This bill was signed by the 
Governor on October 2 (Chapter 1380, 
Statutes of 1989). 
SB 1212 (Keene), as amended July 
12, requires, among other things, that 
prior to acquiring 10% or more of the 
capital stock or of the capital of an 
industrial loan company, the person seek-
ing the acquisition shall make written 
application to the Commissioner request-
ing written consent for the acquisition. 
This bill was signed by the Governor on 
September 21 (Chapter 663, Statutes of 
1989). 
The following bills were made two-
year bills, and may be pursued when the 
legislature reconvenes in January: AB 
1125 (Chandler), which would specify 
that a director of a nonprofit mutual 
benefit corporation is required to perform 
his/ her duties in a matter the director 
believes to be in the best interests of the 
members of the corporation; AB 1666 
(Wright), which would exempt specified 
transactions from qualification with the 
Commissioner under the Corporate Securi-
ties Law of 1968; SB 526 (Russell), which 
would increase the time period for filing 
an application with the Commissioner 
to qualify any security for which a regis-
tration statement has been filed under 
the Securities Act of 1933; AB 10 
(Hauser), which would create the Cali-
fornia Health Insurance Program; AB 
657 (Floyd), which would permit the 
Commissioner to refuse to issue a permit 
for qualification of securities in a re-
capitalization or reorganization unless 
its issuance is fair, just, equitable, and in 
the public interest; and SB 1444 (Boat-
wright), which authorizes the merger of 
corporations and limited partnerships, 
setting forth the procedure to effectuate 
the merger and specifying the effect of 
the merger on the creditors of the entities 
involved in the merger. 
DEPARTMENT OF INSURANCE 
Commissioner: Roxani Gil/e~pie 
(415) 557-3245 
Toll Free Complaint Number: 
J-800-233-9045 
Insurance is the only interstate busi-
ness wholly regulated by the several 
states, rather than by the federal gov-
ernment. In California, this responsibility 
rests with the Department of Insurance 
(DOI), organized in 1868 and headed by 
the Insurance Commissioner. Insurance 
Codes sections 12919 through 12931 pro-
vide for the Commissioner's powers and 
duties. Authorization for the Insurance 
Department is found in section 12906 of 
the 800-page Insurance Code. 
The Department's designated purpose 
is to regulate the insurance industry in 
order to protect policyholders. Such 
regulation includes the licensing of 
agents and brokers and the admission of 
insurers to sell in the state. 
In California, the Insurance Commis-
sioner licenses 1,300 insurance com-
panies, which carry premiums of approxi-
mately $26 billion annually. Of these, 
650 specialize in writing life and/ or acci-
dent and health policies. 
In addition to its licensing function, 
the DOI is the principal agency involved 
in the collection of annual taxes paid by 
the insurance industry. The Department 
also collects over 120 different fees levied 
against insurance producers and companies. 
The Department also performs the 
following functions: 
(1) regulates insurance companies for 
solvency by tri-annually auditing all 
domestic insurance companies and by 
selectively participating in the auditing 
of other companies licensed in California 
but organized in another state or foreign 
country; 
(2) grants or denies security permits 
and other types of formal authorizations 
to applying insurance and title companies; 
(3) reviews formally and approves or 
disapproves tens of thousands of insur-
ance policies and related forms annually 
as required by statute, principally related 
to accident and health, workers' compen-
sation and group life insurance; 
(4) establishes rates and rules for 
workers' compensation insurance; 
(5) regulates compliance with the gen-
eral rating law. Rates generally are not 
set by the Department, but through open 
competition under the provisions of In-
surance Code sections 1850 et seq.; and 
(6) becomes the receiver of an insur-
ance company in financial or other sig-
nificant difficulties. 
Through the California Insurance 
Code, the Commissioner has the power 
to order a carrier to stop doing business 
within the state, but does not have the 
power to force a carrier to pay a claim, 
a power reserved to the courts. The 
Commissioner may hold an administra-
tive hearing to determine whether a par-
ticular broker or carrier is complying 
with state law. 
The Commissioner is aided by a staff 
of over 500, located in San Diego, Sacra-
mento, Los Angeles and San Francisco, 
the Department's headquarters. The Com-
missioner directs ten functional divisions 
and bureaus, including the recently re-
established Consumer Affairs Division. 
This division has been expanded and 
now includes the Rate Regulation Div-
ision. The Consumer Affairs Division is 
specifically designed to make the DOI 
accessible to consumers and more account-
able to their needs and questions. 
The Consumer Service Bureau (CSB) 
is part of the Consumer Affairs Division 
and handles daily consumer inquiries. 
CSB receives over 300 calls each day. 
Almost 50% of those calls result in the 
mailing of a complaint form to the con-
sumer. Depending on the nature of the 
returned complaint, it is then referred to 
policy services, investigation or CSB. 
Since 1979, the Department has main-
tained the Bureau of Fraudulent Claims, 
charged with investigation of suspected 
fraud by claimants. The California insur-
ance industry claims losses of more than 
$100 million annually to such claims. 
Licensees pay an annual fee of $150 to 
fund the Bureau's activities. 
A Consumer Advisory Panel has been 
named by the Commissioner as an in-
ternal advisor to the Department of 
Insurance. The panel advises the Depart-
ment on methods of improving existing 
services and on the creation of new ser-
vices. It also assists in the development 
and distribution of consumer information 
and educational materials. 
MAJOR PROJECTS: 
Commissioner Freezes Statewide Auto 
Insurance Rates and Schedules Hearings 
to Implement Portions of Proposition 
103. In the wake of a consumer lawsuit 
alleging that she has refused to comply 
with the state Administrative Procedure 
Act (APA) in implementing Proposition 
103, Commissioner Gillespie on October 
2 imposed an immediate six-month freeze 
on private passenger auto insurance rates. 
The freeze came at a time when several 
insurance companies had made known 
their intention to substantially raise auto 
insurance rates before November 8, the 
date upon which the initiative's "prior 
approval" system became effective (that 
is, no rate may be changed unless the 
Commissioner has approved it). The ac-
tion cancelled a 5.9% increase the Farm-
ers group had planned to implement on 
November 1, and State Farm's antici-
pated 29-36% increase of"problem driver" 
rates by November 8. (See CRLR Vol. 
9, No. 3 (Summer 1989) pp. 82-87 and 
Vol. 9, No. I (Winter 1989) pp. 73-76 
for extensive background information 
on Proposition 103.) 
Commissioner Gillespie also announced 
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